
Transmittal Letter No.  5 Volume IV

To:  Treasury Tax and Loan Depositaries

1. Purpose

This transmittal letter releases Volume IV Treasury Financial Manual (TFM). It issues
codified instructions to guide financial institutions that qualify as Treasury tax and loan
depositaries and/or provide electronic tax deposit services.

2. Page Changes
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IV TFM 1-2000            IV TFM 1-2000
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3. Effective Date

Upon receipt. 

4. Inquiries

Direct questions concerning this transmittal letter to:

Directives Management Branch 
Financial Management Service
Department of the Treasury
3700 East-West Highway, Room 5C16
Hyattsville, MD  20782
Telephone: 202-874-9940

Date: July 14, 1999 Richard L. Gregg
Commissioner 
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Part 1—Chap ter 2300

    TREASURY TAX AND LOAN INVESTMENT
PROGRAM

This chapter provides instructions and guidelines for
depositaries that participate in the Treasury Tax and Loan
Investment Program (TT&L IP).

 Section 2310—Applicability

By ac cept ing or orig i nat ing Fed -
eral tax pay ments, the de pos i tary is
bound by IV TFM and ap pli ca ble Fed -
eral Re serve Bank (FRB) op er at ing
cir cu lars that sup ple ment reg u la tions
at Ti tle 31 of the Code of Fed eral Reg -
u la tions, Part 203 (31 CFR Part 203).
The Trea sury Fi nan cial Man ual
(TFM), and its amend ments, are avail -
able on the Fi nan cial Man age ment
Ser vice’s (FMS’s) website:
www.fms.treas.gov.

Section 2315—Authority

Ti tle 31 CFR Part 203 gov erns: 

• Trea sury Tax and Loan (TT&L)
depositaries that main tain and
ad min is ter TT&L ac counts and/
or note bal ances.

• Col lat eral se cu rity re quire ments.

Section 2320—Definitions

See IV TFM 1-2020 for
def i ni tions.

Section 2325—Investment
Program

Trea sury uses the TT&L IP to
tem po rarily in vest ex cess op er at ing
funds. It in vests funds in ob li ga tions
of fi nan cial in sti tu tions des ig nated as
Note Op tion depositaries. Such ob li -
ga tions are in the form of open-ended

notes. The FRB re flects ad di tions and 
re duc tions on its books. The FRB
may re quire that depositaries par tic i -
pat ing in the in vest ment pro gram be
elec tron i cally con nected to the FRB.
TT&L depositaries must pledge col -
lat eral to se cure all funds in vested
with the TT&L IP per Sec tion 2350. 

2325.10—Eligibility

Any fi nan cial in sti tu tion may ap -
ply to par tic i pate in the TT&L IP. Ap -
proval is based on the fi nan cial
in sti tu tion’s fi nan cial con di tion as
de ter mined by the FRB, act ing as
Trea sury’s fis cal agent. If the fi nan -
cial in sti tu tion is a State char tered
bank or credit un ion, ap proval is
based on the opin ion of the State
char ter ing au thor ity. 

2325.20—Application Process

To ap ply, a fi nan cial in sti tu tion
com pletes FMS 458: Fi nan cial In sti -
tu tion Agree ment and Ap pli ca tion
for Des ig na tion as a Trea sury Tax and 
Loan De pos i tary, and FMS 459: Res -
o lu tion Au tho rizing the Fi nan cial In -
sti tu tion Agree ment and Ap pli ca tion
for Des ig na tion as a Trea sury Tax and 
Loan De pos i tary. It se lects the Note
Op tion on FMS 458. If the de pos i tary 
is al ready a Re mit tance Op tion de -
pos i tary, it com pletes an Elec tion of
Op tion Form. Fi nan cial in sti tu tions
may ob tain forms FMS 458 and 459
and the Elec tion of Op tion Form from 
the FRB’s Fis cal Ser vices De part -
ment. The FRB cer ti fies the fi nan cial
in sti tu tion as a de pos i tary and pro -

vides no ti fi ca tion of ac cep tance if
ap proved.

2325.30—Effective Date

Fol low ing the ap pli ca tion pro -
cess, the FRB places the de pos i tary in 
the Note Op tion as of the be gin ning
of the next TT&L re port ing cy cle.
Con tact the FRB’s Fis cal Ser vices
De part ment for the ef fec tive start
date. 

2325.40—Maximum Balance

Note Op tion depositaries de clare
an ac cept able max i mum in vest ment
amount (max i mum bal ance) with the
FRB. A de pos i tary may change its
max i mum bal ance by no ti fy ing the
FRB at least 1 busi ness day in ad -
vance. How ever, a de pos i tary should
not change its max i mum bal ance fre -
quently. The FRB may im pose sanc -
tions on depositaries that fre quently
re duce their max i mum bal ance with -
out 1 busi ness day ad vance no tice.
The es tab lished max i mum bal ance
must be at least $25,000. 

2325.50—Collateralization 
of Note Balances

Trea sury re quires that a de pos i -
tary’s max i mum bal ance be fully se -
cured by a pledge of col lat eral at all
times (see Sec tion 2350). This ap -
plies un less the de pos i tary is par tic i -
pat ing in the Di rect In vest ment (DI)
or Spe cial Di rect In vest ment (SDI)
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Pro gram (see Sec tions 2335 and
2340). 

2325.60—Sources 
of Investments

Funds in vested in a de pos i tary’s
note bal ance in clude mon ies re ceived 
as FTD cou pons, EFTPS Au to mated
Clear ing House (ACH) credit and
debit en tries, Fedwire non-value
trans ac tions, and Fedline Tax payer
De posit Ap pli ca tions. 

FTD Coupons

A TT&L de pos i tary posts the
funds re mit ted with FTD cou pons to
its TT&L ac count on the busi ness day 
of the tax payer’s de posit. The FRB
posts the amount on the Ad vice of
Credit (AOC) to the de pos i tary’s note 
bal ance on the busi ness day af ter the
date shown on the AOC. These funds
re main in vested in the note bal ance
un til re moved through a Trea -
sury-initiated with drawal. In ad di -
t ion,  the FRB au to mat i  cal ly
with draws all funds in ex cess of the
de pos i tary’s max i mum bal ance. 

EFTPS ACH Credit
and Debit Entries

The FRB posts ACH tax pay -
ments to the note bal ance on the day
of set tle ment. Both the ACH debit
and credit trans fer mech a nisms re sult 
in a debit to the re serve ac count of the 
de pos i tary, or its des ig nated cor re -
spon dent, and a credit to Trea sury for
the amount of the ACH tax de posit or
pay ment at the ap pro pri ate ACH
post ing time. The FRB posts ACH
cred its at 8:30 a.m. east ern time and
deb its at 11 a.m. east ern time. 

Each busi ness day, EFTPS pro -
vides sum mary files to the FRBs con -
tain ing ACH tax de posit or pay ment
ac tiv ity for fi nan cial in sti tu tions and
depositaries in their dis tricts. The
FRBs pro cess this in for ma tion
through the TT&L sys tem.  For a
Note Op tion de pos i tary, this pro cess
in cludes cred it ing the re serve ac -
count (or des ig nated TT&L cor re -
spon dent’s re serve ac count) and
post ing the funds to the de pos i tary’s

note bal ance for the amount of the
ACH ac tiv ity. This pro cess off sets
the re sult ing debit to the re serve ac -
count bal ance for the same ACH
trans ac tion. These funds re main in -
vested in the note bal ance un til re -
moved through a Trea sury-initiated
with drawal. In ad di tion, the FRB au -
to mat i cally with draws all funds in
ex cess of the de pos i tary’s max i mum
bal ance. 

EFTPS Fedwire Non-Value
and Fedline Taxpayer
Deposit Application
Transactions

The FRB posts  Fedwire
non-value and Fedline Tax payer De -
posit Ap pli ca tion trans ac tions to the
note bal ance be fore close of busi ness
on the day of set tle ment. These funds
re main in vested in the note bal ance
un til re moved through a Trea -
sury-initiated with drawal. In ad di -
t ion,  the FRB au to mat i  cal ly
with draws all funds in ex cess of the
de pos i tary’s max i mum bal ance. 

EFTPS Fedwire Value
(Typecode 1000) Payments

EFTPS Fedwire value pay ments
are not sources of in vest ments.
There fore, the FRB does not post
them to the note bal ance. It deb its
Fedwire value tax pay ments against
the re serve ac count of the fi nan cial
in sti tu tion or de pos i tary and cred its
them to the Trea sury Gen eral Ac -
count (TGA) im me di ately upon
re ceipt. 

Additional Sources
of Investments

The DI and SDI Pro grams pro -
vide ad di tional in vest ment sources to
Note Op tion depositaries (see Sec -
tions 2335 and 2340). 

2325.70—Same-Day
Drawdowns

Trea sury re quires  that
depositaries pledge suf fi cient, ac -
cept able col lat eral to pre vent col lat -
eral de fi cien cies. Oc ca sionally, the
de pos i tary re ceives large de pos its

through the pa per-based FTD sys tem
that the de pos i tary can not fully col -
lat er al ize. To avoid a col lat eral de fi -
ciency, depositaries may re quest the
FRB with draw all or a por tion of the
de pos its re ceived that busi ness day.
The FRB’s Fis cal Ser vices De part -
ment pro vides pro ce dures for
same-day drawdowns. 

2325.80—Withdrawal (Call)
of Balances

The Sec re tary of the Trea sury di -
rects calls for pay ment of note bal -
ances through the FRBs. The FRB
de ter mines a call of bal ance by the
de pos i tary’s class. (For in for ma tion
on de pos i tary classes, see IV TFM
1-2035.) Trea sury at tempts to pro -
vide ad vance no tice when ever pos si -
ble as de ter mined by the de pos i tary’s
class. How ever, the amount of the
note bal ance is pay able on de mand
with out prior no tice. Gen erally, the
fol low ing ap ply for each of the
classes. 

The FRB gives Note Op tion Class 
A depositaries 5 busi ness days’ no -
tice. It con tacts them by Fedline,
voice re sponse or mail. The FRB
posts the call to the note bal ance and
deb its the re serve ac count on the date
spec i fied in the no tice.

The FRB gives Note Op tion Class 
B depositaries 3 busi ness days’ no -
tice. It con tacts them by Fedline,
voice re sponse or mail. The FRB
posts the call to the note bal ance and
deb its the re serve ac count on the date
spec i fied in the no tice.

The FRB gives Note Op tion Class 
C depositaries ei ther 1 busi ness day
prior or same busi ness day no tice as
de ter mined by Trea sury. 

• One busi ness day prior no -
tice—The FRB con tacts the
de pos i tary by Fedline, voice
re sponse or tele phone by noon
east ern time 1 busi ness day be -
fore the call. It posts the call to
the note bal ance and deb its the
re serve ac count on the date
spec i fied in the no tice.
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• Same-day no tice—The FRB
con tacts the de pos i tary by
Fedline, voice re sponse or tele -
phone by noon east ern time on
the busi ness day of the call. It
posts the call to the note bal ance 
and deb its the re serve ac count
by the end of the busi ness day.

Section 2330—Changes
of Option for TT&L Depositaries

A de pos i tary may change op tions
(be tween note and re mit tance) by
pro vid ing no tice to the FRB’s Fis cal
Ser vices De part ment at least 5 busi -
ness days be fore the next re port ing
cy cle. The de pos i tary is sub ject to the 
pro vi sions of the ex ist ing op tion un til 
it re ceives for mal no ti fi ca tion from
the FRB of the change in op tion. All
changes are ef fec tive as of the be gin -
ning of a re port ing cy cle. A de pos i -
tary should not change op tions more
than three times an nu ally.

2330.10—Note Option
Depositary

Upon no ti fi ca tion of change from
Note Op tion to Re mit tance Op tion,
the FRB does the fol low ing: 

• With draws the note bal ance on
its books on the ef fec tive date
of the change to the Re mit tance 
Op tion. The FRB does not pro -
cess any calls for pay ment with 
an ef fec tive date af ter the
change in op tion. 

• Places a de pos i tary in Re mit -
tance Class 1 or 2 (see IV TFM
1-2035). 

• Pro cesses all FRB TT&L Ap -
pli ca tion De posits re ceived or
set tled on and af ter the ef fec -
tive date of change per Re mit -
tance Op tion pro ce dures.

2330.20—Remittance Option
Depositary

Upon no ti fi ca tion of change from
Re mit tance Op tion to Note Op tion,
the FRB does the fol low ing: 

• Places a de pos i tary in Note Op -
tion Class A, B or C (see IV
TFM 1-2035). 

• Pro cesses all FRB TT&L Ap -
pli ca tion De posits re ceived or
set tled on and af ter the ef fec -
tive date of change per Note
Op tion pro ce dures.

• Sub jects all AOCs dated be -
fore, but re ceived af ter, the ef -
fec tive date to Re mit tance
Op tion re quire ments for the
time be tween the AOC date
and the ef fec tive date of the
change in op tion. The FRB
adds the amount of these AOCs 
to the note bal ance as of the ef -
fec tive date of the change in
op tion. If an as sess ment of late
charges is in or der, the FRB as -
sesses it for the time be fore the
ef fec tive date of the change in
op tion. 

2330.30—Termination
of Acceptance of FTD Coupons

A de pos i tary may stop ac cept ing
FTD cou pons af ter writ ten no ti fi ca -
tion to the FRB’s Fis cal Ser vices
De part ment. 

Customer Notification

A de pos i tary should give its cus -
tom ers a min i mum of 60 cal en dar
days no tice (90 cal en dar days is pref -
er a ble) of its de ci sion to ter mi nate ac -
cep tance of FTD cou pons. As a
cus tomer ser vice, depositaries should 
make EFTPS en roll ment forms avail -
able to their cus tom ers. 

Note Option Impact

Ter mi na tion of FTD pro cess ing
func tions does not af fect a de pos i -
tary’s right to par tic i pate in the TT&L 
IP. Credits to the note bal ance may in -
clude ACH debit and credit en tries,
Fedwire non-value trans ac tions, and
Fedline Tax payer De posit Ap pli ca -
tion trans ac tions. Ter mi na tion of
FTD cou pon pro cess ing func tions
does not af fect the de pos i tary’s abil -
ity to pro cess EFTPS trans ac tions.

Remittance Option Impact

Ter mi na tion of FTD cou pon pro -
cess ing func tions does not af fect the
de pos i tary’s abil ity to pro cess EFTPS 
trans ac tions. The term “Re mit tance
Op tion” re lates to the pro cess ing of
FTD cou pons. There fore, when the
FRB ac cepts a Re mit tance Op tion de -
pos i tary’s de ci sion to ter mi nate FTD
cou pon pro cess ing, the Re mit tance
Op tion de pos i tary be comes a fi nan -
cial in sti tu tion (a fi nan cial in sti tu tion
pro cess ing EFTPS de pos its and pay -
ments) for pur poses of IV TFM. This
ap plies un less it chooses to be come a
Note Op tion de pos i tary.

Section 2335—Direct
Investment (DI) Program

 The DI Pro gram of fers a por tion
of Trea sury’s ex cess op er at ing funds
di rectly to those Note Op tion
depositaries that elect to re ceive these 
in vest ments. The FRB may re quire
that depositaries par tic i pat ing in the
DI Pro gram be elec tron i cally con -
nected to the FRB.

2335.10—DI Application
Process

A de pos i tary elect ing to par tic i -
pate in the DI Pro gram must sub mit a
com pleted Of fer to Re ceive Di rect
In vest ments form. The de pos i tary ob -
tains the form from and sub mits it to
the FRB’s Fis cal Ser vices De part -
ment. A de pos i tary must elect one of
the DI no ti fi ca tion ar range ment op -
tions listed in para graph 2335.15.
The FRB no ti fies the de pos i tary of
the ef fec tive date it qual i fies to act
un der the elected no ti  fi  ca tion
ar range ment. 

A de pos i tary is bound to the
elected ar range ment un til it for mally
sub mits a writ ten change re quest to
the FRB and the FRB pro cesses the
re quest. 
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2335.15—DI Notification
Arrangements

The dif fer ence be tween the de -
pos i tary’s max i mum bal ance and its
cur rent note bal ance is called ca pac -
ity. The FRB dis trib utes DI funds on
the ba sis of ca pac ity to par tic i pat ing
depositaries per the fol low ing no ti fi -
ca tion ar range ments:

One-Day Prior Notice

The FRB no ti fies each de pos i tary
par tic i pat ing un der the 1-day prior
no tice ar range ment of a DI 1 busi ness 
day be fore post ing the funds to the
de pos i tary’s, or its TT&L cor re spon -
dent’s, re serve ac count.

Same-Day Notice

Depositaries elect ing to par tic i -
pate in the 1-day prior no tice ar range -
ment may also elect to par tic i pate in
the same-day no tice ar range ment.
Un der the same-day no tice ar range -
ment, the FRB no ti fies a de pos i tary
of a DI on the same-day, and at the
same ap prox i mate time, as it cred its
the funds to the re serve ac count of the 
de pos i tary or its TT&L corres-
pondent. 

2335.20—DI Program
Distribution

The FRB dis trib utes DI funds to
each par tic i pant on ei ther a 1-day
prior no tice ar range ment or a 1-day
prior no tice and same-day no tice ar -
range ment (see para graph 2335.15).
It dis trib utes DI funds on the ba sis of
ca pac ity. 

2335.25—Examples of DI
Distributions

Example: 1-Day Prior Notice

The to tal ca pac ity of all DI
depositaries elect ing 1-day prior no -
tice dis tri bu tions is $6 bil lion at the
close of busi ness on Tues day (day
one). Trea sury elects to di rectly in -
vest $3 bil lion on Thurs day (day
three). The FRB would cal cu late and
dis trib ute this DI based on the ca pac -
ity of Tues day (day one) and would

an nounce it on Wednes day (day two). 
On Thurs day (day three), the FRB
would dis trib ute to each 1-day prior
no tice de pos i tary DI funds equal to
50 per cent of each in di vid ual de pos i -
tary’s Tues day (day one) avail able
ca pac ity. 

Using the in for ma tion in the
above ex am ple: On Wednes day, the
FRB would no tify a de pos i tary with a 
pre es tab lished max i mum bal ance of
$500 mil lion and a clos ing bal ance on 
Tues day of $200 mil lion that it will
re ceive a trans fer of $150 mil lion of
Trea sury’s ex cess op er at ing funds
(50 per cent of its $300 mil lion avail -
able ca pac ity). On Thurs day, the FRB 
would credit the DI funds to the re -
serve ac count of the de pos i tary or its
TT&L cor re spon dent and add them
to the de pos i tary’s note bal ance.

Example: Same-Day Notice

The to tal ca pac ity of all DI
depositaries elect ing same-day no tice 
is $4 bil lion at the close of busi ness
on Tues day (day one). Trea sury
elects to di rectly in vest $1 bil lion on
Wednes day (day two). There fore, on
Wednes day, the FRB would dis trib -
ute to each same-day no tice de pos i -
tary DI funds equal to 25 per cent of
each in di vid ual de pos i tary’s avail -
able ca pac ity. 

Using the in for ma tion in the
above ex am ple: On Wednes day, the
FRB would no tify a de pos i tary with a 
pre es tab lished max i mum bal ance of
$700 mil lion and a clos ing bal ance on 
Tues day of $300 mil lion that it will
re ceive a DI of $100 mil lion of Trea -
sury’s ex cess op er at ing funds (25
per cent of its $400 mil lion avail able
ca pac ity). The FRB would credit the
DI funds to the re serve ac count of the
de pos i tary or its TT&L cor re spon -
dent and add them to the de pos i tary’s
note bal ance on Wednes day.

2335.30—DI Maximum Balance

DI depositaries must de clare an
ac cept able max i mum in vest ment
amount with the FRB’s Fis cal Ser -
vice De part ment. The es tab lished
max i mum bal ance for depositaries

par tic i pat ing in the DI Pro gram must
be at least $125,000. The max i mum
bal ance for the DI Pro gram should be
higher than the de pos i tary’s daily
peak bal ance nor mally gen er ated by
its FRB TT&L Ap pli ca tion De posits. 

The FRB, at its dis cre tion, may
per mit the de pos i tary to re duce its
max i mum bal ance be low $125,000
on a tem po rary ba sis. 

To change the amount of its max i -
mum bal ance, the de pos i tary must
pro vide the FRB at least 1 busi ness
day ad vance no tice of the change. A
de pos i tary should not change its
max i mum bal ance fre quently. The
FRB may im pose sanc tions on a de -
pos i tary that fre quently re duces its
max i mum bal ance.

2335.35—DI Announcements 

De pending on the ser vices pro -
vided by the FRB, it may no tify
depositaries of a DI by Fedline or
tele phone. 

 The FRB no ti fies DI depositaries
un der the 1-day prior no tice ar range -
ment by 12:30 p.m. Man aging Re -
serve Bank Head Of fice Lo cal Zone
Time (MRB Head Of fice LZT) on the 
busi ness day be fore it places DI funds 
in the de pos i tary’s, or its TT&L cor -
re spon dent’s, re serve ac count. 

Un der the same-day no tice ar -
range ment, the FRB no ti fies DI
depositaries by 12:30 p.m. MRB
Head Of fice LZT on the busi ness day
it places DI funds in the de pos i tary’s,
or its TT&L cor re spon dent’s, re serve
ac count. 

2335.40—Timing for DI Funds

The FRB posts DI funds to a de -
pos i tary’s note bal ance at the same
time the funds are cred ited to the re -
serve ac count of the de pos i tary or its
TT&L cor re spon dent. Un der the
1-day prior no tice ar range ment, it
posts DI funds to the de pos i tary’s
note bal ance and cred its them to the
de pos i tary’s re serve ac count on the
day of place ment (1 busi ness day af -
ter the day of an nounce ment). The
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FRB posts DI funds un der the
same-day no tice ar range ment to the
de pos i tary’s note bal ance and cred its
them to the de pos i tary’s, or its TT&L
cor re spon dent’s, re serve ac count no
later than the day of an nounce ment. 

In ter est be gins to ac crue on the
date the FRB posts the funds to the
de pos i tary’s note bal ance.

2335.45—Withdrawal (Call)
of Balances Placed as DIs 

The FRB does not dif fer en ti ate
funds re ceived by depositaries un der
the DI Pro gram from any other part of 
the de pos i tary’s note bal ance. There -
fore, these bal ances are sub ject to call 
on the same ba sis as any other part of
the note bal ance, un der the call pro ce -
dures ap ply ing to the de pos i tary’s
class (see para graph 2325.80). 

2335.50—DIs Not Included in
Totals Used for Reclassification

An nually, the FRB re clas si fies
Note Op tion depositaries into Classes 
A, B and C (see IV TFM 1-2035). It
clas si fies a de pos i tary based on its:

• FRB TT&L Ap pli ca tion De -
posits dur ing the pre vi ous cal -
en dar year. 

• De posit li a bil ity (both de mand
and time) as of Sep tem ber 30
of the pre vi ous year. 

• Max i mum bal ance. 

The FRB does not in clude funds
re ceived by depositaries un der the DI
Pro gram in the fig ures used for
re clas si fi ca tion. 

2335.55—Collateral
Requirement for DI Balances

A de pos i tary must se cure its note
bal ance by a pledge of col lat eral per
Sec tion 2350. A DI de pos i tary sets a
max i mum bal ance, for DI fund pur -
poses, higher than its an tic i pated
daily peak FRB TT&L Ap pli ca tion
De posits. Trea sury does not re quire
that the DI de pos i tary pledge col lat -
eral con tin u ously in the amount of the 
pre es tab lished max i mum bal ance.

How ever, it does re quire that each DI
de pos i tary be pre pared to pledge ad -
di tional col lat eral no later than the
day the DI is placed. The col lat eral
must cover the to tal FRB TT&L Ap -
pli ca tion De posits and DI funds re -
ceived. The FRB must re ceive
ac cept able and suf fi cient col lat eral
be fore the end of the day the DI is
placed. If a DI de pos i tary has a his -
tory of fre quent col lat eral de fi cien -
cies, Trea sury may re quire that the
de pos i tary pledge col lat eral equal to
its pre es tab lished max i mum bal ance.

Section 2340—Special Direct
Investment (SDI) Program 

An SDI is a place ment of Trea -
sury’s ex cess op er at ing funds se cured 
by an off-premises col lat eral (OPC)
ar range ment. The FRB may re quire
that depositaries par tic i pat ing in the
SDI Pro gram be con nected elec tron i -
cally to the FRB.

Trea sury, as a cred i tor and act ing
through the FRBs, ob tains a per fected 
se cu rity in ter est in col lat eral pledged
by a de pos i tary to se cure an SDI.
Trea sury does not take pos ses sion of
the col lat eral pledged for a 21-day
pe riod from the time the se cu rity in -
ter est in the col lat eral at ta ches (that
is, when the FRB cred its SDI funds to 
the de pos i tary’s re serve ac count). A
writ ten se cu rity agree ment must be in 
ef fect, and the debtor must have
rights in the col lat eral. Be cause of the 
21-day limit, Trea sury’s in ter nal pro -
ce dures en sure that bal ances placed
with depositaries un der SDIs do not
re main with depositaries lon ger than
21 cal en dar days. 

2340.10—Eligibility
Requirements

A de pos i tary elect ing to par tic i -
pate in the SDI Pro gram must: 

• Cur rently par tic i pate in the DI
Pro gram (see Sec tion 2335). 

• Pledge OPC col lat eral in a
min i mum amount of $2.5 mil -
lion. The amount of col lat eral
pledged un der the OPC ar -

range ment can not ex ceed an
amount equal to 10 per cent of a 
de pos i tary’s to tal as sets based
on the de pos i tary’s De cem ber
call re port or yearend bal ance
sheet.

• Abide by the same terms and
con di tions of the FRB’s Bor -
rower-in-Custody of Col lat eral
(BIC) Pro gram used by
depositaries to se cure bor-
rowings from the FRB. For
BIC re quire ments, con tact the
FRB’s Fis cal Ser vices De part-
ment. 

2340.15—SDI Application
Process

A de pos i tary elect ing to par tic i -
pate in the SDI Pro gram must sub mit
a com pleted Agree ment to Se cure
Spe cial Di rect In vest ment form to the 
FRB’s Fis cal Ser vices De part ment.
The de pos i tary must sub mit a com -
pleted se cu rity agree ment and other
FRB re quired forms or state ments
with the form. The FRB re views the
forms and other in for ma tion for com -
pli ance with pre scribed terms and el i -
gi bil ity re quire ments. A de pos i tary
must elect one of the SDI no ti fi ca tion
ar range ments listed in para graph
2340.20. The FRB no ti fies the de pos -
i tary of the ef fec tive date it qual i fies
to act un der the elected no ti fi ca tion
ar range ment. 

The FRB’s Fis cal Ser vices De -
part ment pro vides all the re quired
forms. In ad di tion, it pro vides in -
struc tions to es tab lish the OPC
ar range ment.

 A de pos i tary is bound to the
elected ar range ment un til it for mally
sub mits a writ ten change re quest to
the FRB and the FRB pro cesses the
re quest. 

2340.20—SDI Notification
Arrangements

The FRB an nounces an SDI in the 
same way it cur rently an nounces
place ment of funds in the DI Pro -
gram. The dif fer ence be tween the de -
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pos i tary’s col lat eral value (see
para graphs 2340.65, Col lat eral Val u -
a tion, and 2350.20) pledged to the
SDI Pro gram and its cur rent SDI bal -
ance is called the SDI ca pac ity. The
FRB dis trib utes SDI bal ances based
on SDI ca pac ity to par tic i pat ing
depositaries per the fol low ing no ti fi -
ca tion ar range ments.

One-Day Prior Notice

The FRB no ti fies each de pos i tary
par tic i pat ing un der the 1-day prior
no tice ar range ment of an SDI 1 busi -
ness day be fore it dis trib utes the
funds.

Same-Day Notice

Depositaries elect ing to par tic i -
pate in the 1-day prior no tice ar range -
ment also may elect to par tic i pate in
the same-day no tice ar range ment.
Un der the same-day no tice ar range -
ment, the FRB no ti fies a de pos i tary
of an SDI on the same day, and at the
same ap prox i mate time, as it cred its
the funds to the re serve ac count of the 
de pos i tary or its TT&L corres-
pondent. 

2340.25—SDI Program
Distribution 

The FRB dis trib utes SDI funds to
each par tic i pant on ei ther a 1-day
prior no tice ar range ment or a 1-day
prior no tice and same-day no tice ar -
range ment. It dis trib utes SDI funds
based on SDI ca pac ity.

2340.30—Examples of SDI
Distributions

 Example: 1-Day Prior
Notice

The to tal ca pac ity of all SDI
depositaries elect ing 1-day prior no -
tice is $6 bil lion at the close of busi -
ness on Tues day (day one). Trea sury
elects to di rectly in vest $3 bil lion on
Thurs day (day three). The FRB
would cal cu late and dis trib ute this
SDI based on the ca pac ity of Tues day 
(day one) and would an nounce it on
Wednes day (day two). On Thurs day
(day three), the FRB would dis trib ute

to each 1-day prior no tice de pos i tary
SDI funds equal to 50 per cent of each
in di vid ual de pos i tary’s Tues day (day 
one) avail able ca pac ity. 

Using the in for ma tion in the
above ex am ple: On Wednes day, the
FRB would no tify a de pos i tary with
an SDI col lat eral value of $500 mil -
lion and a clos ing bal ance on Tues day 
of $200 mil lion that it will re ceive an
SDI trans fer of $150 mil lion of Trea -
sury’s ex cess op er at ing funds (50
per cent of its $300 mil lion avail able
ca pac ity). On Thurs day, the FRB
would credit the SDI funds to the de -
pos i tary’s re serve ac count and add
them to the de pos i tary’s note bal ance. 

Example: Same-Day Notice 

The to tal SDI col lat eral value of
al l  SDI deposi tar ies  elect  ing
same-day no tice is $4 bil lion at the
close of busi ness on Tues day (day
one). Trea sury elects to di rectly in -
vest $1 bil lion on Wednes day (day
two). There fore, on Wednes day, the
FRB would dis trib ute to each
same-day no tice de pos i tary SDI
funds equal to 25 per cent of each in -
di vid ual de pos i tary’s avail able
ca pac ity. 

Using the in for ma tion in the
above ex am ple: On Wednes day, the
FRB would no tify a de pos i tary with
an SDI col lat eral value of $700 mil -
lion and a clos ing bal ance on Tues day 
of $300 mil lion that it will re ceive
SDI funds of $100 mil lion (25 per -
cent of its $400 mil lion avail able ca -
pac ity). The FRB would credit the
SDI funds to the de pos i tary’s re serve
ac count and add them to the de pos i -
tary’s note bal ance on Wednes day.

2340.35—SDI Maximum
Balance

An SDI de pos i tary must de clare
an ac cept able max i mum SDI bal ance
with the FRB’s Fis cal Ser vices De -
part ment by pledg ing that value of
col lat eral. To change the amount of
col lat eral pledged to se cure SDI bal -
ances, the de pos i tary must pro vide

the FRB at least 1 busi ness day ad -
vance no tice of the change.

2340.40—Minimum Amount
of SDI Funds

Trea sury may place any amount
of SDI funds. There is no min i mum
amount. How ever, in no case will the
de pos i tary’s SDI bal ance ex ceed the
col lat eral pledged.

2340.45—SDI Announcements 

De pending on the ser vices pro -
vided by the FRB, it may no tify
depositaries of an SDI by Fedline or
tele phone. The FRB no ti fies SDI
depositaries un der the 1-day prior no -
tice ar range ment by 12:30 p.m. MRB
Head Of fice LZT on the day be fore it
places SDI funds in the de pos i tary’s
re serve ac count. The FRB no ti fies
SDI depositaries un der the same-day
no tice ar range ment by 12:30 p.m.
MRB Head Of fice LZT on the day it
places SDI funds in the de pos i tary’s
re serve ac count. 

2340.50—Timing for SDI Funds

The FRB adds SDI funds to a de -
pos i tary’s note bal ance at the same
time it cred its the funds to the de pos i -
tary’s re serve ac count. Un der the
1-day prior no tice ar range ment, the
FRB posts SDI funds to the de pos i -
tary’s note bal ance and cred its them
to the de pos i tary’s re serve ac count on 
the day of place ment (1 day af ter the
day of an nounce ment). Un der the
same-day no tice ar range ment, the
FRB posts SDI funds to the de pos i -
tary’s note bal ance and cred its them
to the de pos i tary’s re serve ac count on 
the day of an nounce ment. 

In ter est be gins to ac crue on the
date the FRB adds the funds to the
note bal ance.

2340.55—Withdrawal (Call) 
of Balances Placed as SDIs

 To dif fer en ti ate be tween DI and
SDI bal ance calls, the FRB with -
draws SDI bal ances by spe cif i cally
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stat ing that the bal ances were placed
as SDI bal ances. In this way, the FRB 
main tains con trol over the bal ances
se cured by OPC ar range ments for
mon i tor ing the 21-day cal en dar rule
(see Sec tion 2340). It no ti fies the de -
pos i tary of the call by Fedline or tele -
phone no later than 12:30 p.m. MRB
Head Of fice LZT. SDI bal ances are
pay able on de mand with out prior no -
tice. How ever, Trea sury gen er ally
pro vides 1-day prior no tice. 

2340.60—SDIs Not Included in
Totals Used  for Reclassification

An nually, the FRB re clas si fies
Note Op tion depositaries into Classes 
A, B and C (see IV TFM 1-2035)
based on the de pos i tary’s:

• FRB TT&L Ap pli ca tion De -
posits dur ing the pre vi ous cal -
en dar year. 

• De posit li a bil ity (both de mand
and time) as of Sep tem ber 30
of the pre vi ous year. 

• Max i mum bal ance. 

The FRB does not in clude funds
re ceived by depositaries un der the
SDI Pro gram in the fig ures used for
re clas si fi ca tion. 

2340.65—Collateral
Requirements for SDI Balances

The FRB must ap prove the pledg -
ing de pos i tary’s col lat eral pro ce dures 
to se cure SDI bal ances. It sub jects
these pro ce dures to the same terms
and con di tions of its BIC Pro gram
used by depositaries to se cure
borrowings from the FRB. 

Collateral Location

The pledg ing de pos i tary, which
re tains pos ses sion of the col lat eral on
its own pre mises in the OPC ar range -
ment, holds the col lat eral to se cure
SDI bal ances. It must hold the col lat -
eral avail able at all times for on-site
FRB re view.

Acceptable Types 
of Collateral to Secure
SDI Balances

 El i gi ble col lat eral to se cure SDI
bal ances in cludes but is not lim ited to:

• One-to-four fam ily mort gages.

• In sured stu dent loans (notes
rep re sent ing ed u ca tional loans
in sured or guar an teed un der
the pro gram au tho rized by Ti -
tle IV of the Higher Ed u ca tion
Act of 1965, as amended, or Ti -
tle VII of the Pub lic Health
Ser vices Act, as amended). 

Con tact the FRB’s Fis cal Ser -
vices De part ment for spe cific in for -
ma tion on the ac cept abil ity of
col lat eral pledged to se cure SDI
bal ances. 

Collateral Valuation

The FRB ap plies the same value
and tech niques used for col lat eral un -
der its BIC Pro gram to col lat eral
pledged un der OPC ar range ments.
When a de pos i tary pledges de clin ing
bal ance col lat eral, the FRB re quires
that the de pos i tary fur nish at least
monthly (or more fre quently at the
FRB’s re quest) an up dated state ment
show ing the re vised value of the col -
lat eral pledged. 

Collateral Amount

All SDI bal ances must be 100
per cent col lat er al ized.

2340.70—Advice of Custody
Information

Depositaries par tic i pat ing in the
SDI Pro gram must com ply with FRB
in struc tions. They must sub mit ap -
pro pri ate col lat eral re ports to the
FRB as re quired.

Section 2345—Computation
and Collection of Interest           
on Note Balances

The FRB charges in ter est on a de -
pos i tary’s note bal ance from the date
it cred its the funds to the note bal -
ance. It de ter mines the amount of in -

ter est due by ap ply ing the weekly in -
ter est rate fac tor to the av er age daily
note bal ance for each week of the re -
port ing cy cle. 

2345.10—Computation and
Basis of Interest Charges
on Note Balances

The FRB de ter mines the in ter est
on the note bal ance by mul ti ply ing
the In ter est Rate Fac tor for the In -
vest ment Pro gram by the av er age
daily amount of the note bal ance for
each week. It de ter mines the av er age
daily amount by di vid ing the sum of
the daily clos ing note bal ances by 7.
The weekly pe riod runs from Thurs -
day through Wednes day. The bal ance 
at the close of busi ness on Fri day is
car ried for ward for Sat ur day and
Sunday. For other FRB non busi ness
days, the pre vi ous busi ness day’s bal -
ance is car ried for ward as the bal ance
for the non busi ness cal en dar day.

On the sec ond busi ness day af ter
the close of a TT&L re port ing cy cle,
the FRB col lects in ter est due Trea -
sury through the de pos i tary’s re serve
or clear ing ac count, or the des ig nated
TT&L cor re spon dent’s re serve ac -
count. The FRB in cludes this in for -
ma tion in the de pos i tary’s monthly
state ment (see IV TFM 1-2040). 

Section 2350—Collateral
Security Requirements

The terms and con di tions in 31
CFR Part 203, as amended, re quire
that a TT&L de pos i tary pledge ac -
cept able col lat eral se cu rity. The
pledged col lat eral se cu rity must
cover all amounts cred ited to the de -
pos i tary’s TT&L ac count in ex cess of 
rec og nized in sur ance cov er age and
the to tal es tab lished max i mum bal -
ance in the de pos i tary’s note bal ance,
if ap pli ca ble. 

If the de pos i tary:

• Fails to pay, when due, the
whole or any part of the funds
re ceived for credit to its TT&L
ac count, and/or if ap pli ca ble,
its note bal ance.
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• Vi o lates or fails to per form any
of the terms of 31 CFR Part
203.

• Fails to pay when due amounts
owed to the United States or
the U.S. Trea sury.

OR
• Is closed for busi ness by reg u -

la tory ac tion or by proper cor -
po rate ac tion, or a re ceiver,
con ser va tor, liq ui da tion or any
other of fi cer is ap pointed.

Then, the Sec re tary of the Trea -
sury, with or with out no tice or de -
mand, may:

• Re deem or sell, at ei ther pub lic
or pri vate sale(s), or oth er wise
col lect the pro ceeds of all or part
of the col lat eral, in clud ing ad di -
tions or sub sti tu tions.

• Ap ply the pro ceeds, af ter de -
duct ing all nec es sary ex penses
of such re demp tions or sale(s),
to the pay ment of funds re -
ceived by the de pos i tary, or
other in debt ed ness of the de -
pos i tary, to sat isfy any claim of
the United States against the
de pos i tary. 

Trea sury will hold sep a rate and
apart from any other as set all prin ci -
pal and in ter est pay ments on any col -
lat eral pledged to pro tect the note
bal ance, if ap pli ca ble, and/or the
TT&L ac count, if ap pli ca ble, due as
of the date of the in sol vency or clo -
sure, or there af ter be com ing due.
These pay ments will con sti tute a part
of the pledged col lat eral avail able to
sat isfy any claim of the United States.

2350.10—Acceptable Collateral

The Bu reau of the Pub lic Debt
(BPD) has the reg u la tory au thor ity
and pro ce dural re spon si bil ity to es -
tab lish ac cept able col lat eral. It de ter -
mines the col lat eral val u a tion for the
TT&L Pro gram. Col lat eral to fully
se cure the TT&L ac count and note
bal ance must be mar ket able se cu ri -
ties or in stru ments. 

The FRB’s Fis cal Ser vices De -
part ment pro vides in for ma tion on the 
ac cept abil ity of spe cific col lat eral
within the ac cept able classes. Un less
spec i fied oth er wise by Trea sury, the

fol low ing are classes of ac cept able
col lat eral:

• Ob li ga tions is sued, fully in -
sured, or guar an teed by the
Gov ern ment or any Gov ern -
ment agency.

• Zero-coupon ob li ga tions of the 
Gov ern ment.

• Ob li ga tions of Gov ern ment-
spon sored cor po ra tions that,
un der spe cific stat ute, may be
ac cepted as se cu rity for pub lic
funds.

• Ob li ga tions is sued or fully
guar an teed by the In ter na tional 
Bank for Re con struc tion and
De vel op ment, the Inter-Amer-
ican De vel op ment Bank, the
Asian De vel op ment Bank or
the Af ri can De vel op ment Bank.

• Ob li ga tions par tially in sured or 
guar an teed by a Gov ern ment
agency.

• In sured stu dent loans or notes
rep re sent ing ed u ca tional loans
in sured or guar an teed un der a
pro gram au tho rized un der Ti tle 
IV of the Higher Ed u ca tion Act 
of 1965, as amended, or Ti tle
VII of the Pub lic Health Ser -
vices Act, as amended.

• Gen eral ob li ga tions is sued by
the States and Puerto Rico.

• Ob li ga tions of coun ties, cit ies
or other gov ern men tal au thor i -
ties or in stru men tal i ties within
the United States that are not in
de fault as to pay ments on prin -
ci pal or in ter est and that may
be pur chased by banks as in -
vestment se cu ri ties un der the
lim i ta tions es tab lished by ap -
pro pri ate Fed eral bank reg u la -
tory agen cies.

• Ob li ga tions of do mes tic cor po -
ra tions that may be pur chased
by banks as in vest ment se cu ri -
ties un der the lim i ta tions es tab -
lished by ap pro pri ate Fed eral
bank reg u la tory agen cies.

• Qual ifying com mer cial pa per,
com mer cial and ag ri cul tural
loans, and bank ers’ ac cep tan -
ces ap proved by the Fed eral
Re serve Sys tem.

2350.20—Collateral Valuation

Gen erally, BPD ap plies a TT&L
col lat eral val u a tion con sis tent with
the Fed eral Re serve Sys tem guide -
lines for val u a tion of the same types
of col lat eral pledged to se cure
borrowings from the FRB (dis count
win dow). The FRBs, at the di rec tion
of Trea sury, ap ply a col lat eral val u a -
tion ap proach that re lies on mar ket
val ues for as sets where re li able and
ac tive mar kets ex ist. Where mar ket
in for ma tion is not readily avail able,
the FRB con sid ers ma jor risks in her -
ent in the as sets pledged in de ter min -
ing col lat eral value. Con tact the
FRB’s Fis cal Ser vices De part ment
for val u a tions as signed to spe cific
col lat eral. 

2350.30—Custody of Collateral

Depositaries place col lat eral se -
cu rity with the FRB, or a cus to dian
within the United States des ig nated
by the FRB, un der terms and con di -
tions as pre scribed by the FRB.
Depositaries also may pledge col lat -
eral un der an ex tended cus tody ar -
range ment.  The FRB’s Fis cal
Ser vices De part ment pro vides terms
and con di  t ions that  per  mit
depositaries to pledge col lat eral un -
der an ex tended cus tody ar range-
ment. 

SDIs must be se cured by OPC ar -
range ments (see para graph 2340.65). 

The FRB must au tho rize all cus -
to di ans, and all cus to di ans are sub ject 
to FRB re view pro ce dures, in clud ing
on-site re view. If one FRB au tho rizes
a cus to dian un der an agree ment form, 
the au tho ri za tion au to mat i cally is
bind ing through out the Fed eral Re -
serve Sys tem. The cus to dian must en -
sure the pledged col lat eral sat is fies
FRB-prescribed col lat eral stan dards. 

Con tact the FRB’s Fis cal Ser -
vices De part ment for a list of col lat -
eral  cus to di  ans and ex tended
col lat eral cus to di ans.

2350.40—Ownership
of Collateral

The de pos i tary must own all col -
lat eral free and clear of liens, charges
and claims.
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Contacts

Di rect in qui ries con cern ing op er at ing pro ce dures in this chap ter
to the dis trict Fed eral Re serve Bank, Fis cal Ser vices De part ment.

Di rect ad di tional in qui ries con cern ing pol i cies, guide lines and op er -
at ing pro ce dures (ex cept ac cept able col lat eral and col lat eral val u a -
tion as noted be low) to:

Fi nan cial Ser vices Di vi sion
Fi nan cial Man age ment Ser vice
De part ment of the Trea sury
401 14th St., SW., Room 313
Wash ing ton, DC 20227
Tele phone: 202-874-6580

Direct inquires concerning acceptable collateral and collateral
valuation the FRB’s Fiscal Services Department cannot resolve to:

Gov ern ment Se cu ri ties Reg u la tions Staff
Bu reau of the Pub lic Debt
De part ment of the Trea sury
999 E St. NW., Room 315
Wash ing ton, DC 20239
Tele phone: 202-691-3632
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